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MORTGAGE PROSPECTS FOR 1955 


FE ROM an economic standpoint, 1954 is undoubtedly closing in much more optimis- 





tic fashion than it opened. Twelve months ago, it will be recalled, the U. S. was 

in the midst of a recession, and there were many - including some world-famous 
authorities such as Oxford’s Colin Clark - who feared the imminent onset of a genuine 
depression. Industrial production was dipping, unemployment was mounting rapidly, 
anc homebuilding, which had been trending gently downward, seemed headed for a further 
decline. 


Today the picture has changed completely. The recovery in business, which was 
pointed out here last September as it was just getting under way, has now picked up as- 
tonishing momentum. The steel industry, for example, which was operating at little 
more than 60% of capacity a few months ago, has now climbed above 80%. The auto makers 
in November-December will turn out more cars than they have ever produced in the two 
final months of any year in history. Retail sales lately have been topping those of a year 
ago by a comfortable margin, and construction is roaring along at such a pace that short- 
ages of cement, window glass and sheathing have been reported in various parts of the 
country. 


What’s more, with the turn of the year nearly at hand, there is good reason to expect 
the current economic upsurge to carry well into 1955. Certainly, the forward estimates 
of such key forces as business spending on plant and equipment, new construction, and in- 
ventory changes, which have been made by Government and industry experts alike, tend to 
encourage such a view. Business investment in new facilities next year, to illustrate, was 
estimated recently by McGraw-Hill at around the current rate (though 5%below that of 1954 
as a whole). Total new construction - including residential and nonresidential - will run to 
$39.5 billion in 1955, the Department of Commerce predicted recently, against some $37 
billion in 1954. 


In addition, inventory changes will account for a major part of the improvement in 
business that now seems in sight for 1955. In the past 12 months manufacturers, whole- 
salers and retailers altogether liquidated nearly $5 billion worth of inventories. Since 
October, however, the sell-off has ceased, and in some lines, notably steel ar.j automo- 
biles, some rebuilding of stocks is going on. This shift from liquidation to accumulation 
will mean the production next year of at least $5 billion more of goods and services. Add- 
ing up these factors, and several others nearly as important, the economists of thePruden- 
tiai Life Insurance Co. of Newark a few days ago came up with a rather startling fore- 
cast. Total U. S. production next year, they said, will amount to $370 billion, which 
would not only put it $14 billion above this year’s level but also $5 billion above 1953, the 
all-time high. 


A record demand for goods and services, of course, is also likely to have a consid- 
erable impact on the money market. To date, it’s true, the pick-up in business has had 
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rather less effect than might have been expected. Since August Government bond prices 
have unmistakably stopped climbing, and in some cases - notably the famous Humphrey 
3} s, issued last year - they are down two points or more from their summer peaks. The 
yields on 90-day Treasury bills are up a little. As a whole, then, it’s safe to say that in- 
terest rates, which had been falling precipitously through last July, now have leveled off, 
but they haven ’t firmed appreciably. 


The reason for this, it’s evident, has been the easy money policy pursued by the Fed- 
eral monetary authorities, Last June, in spite of the fact that interest rates had sagged to 
the lowest levels in over 5 years, the Federal Reserve Board reduced bank reserve re- 
quirements a notch or two. Since then its operations have been generally designed to 
maintain what has been described as “active ease” in the market. In one week early in 
December, for example, it bought more than $300 million of Treasury bills, thereby re- 
plenishing bank reserves by an equivalent amount. 


The Treasury, for its part, has followed a similar policy. It exerts a major influ- 
ence on the money market through its financing operations, and its latest refunding, a huge 
$17 billion affair on which the books closed toward the end of November, seemed expressly 
designed to avoid any significant firming of the interest rate structure. Instead of offering 
investors a long-term bond, which many feel would have been a healthy thing for the 
economy, the Treasury instead offered holders of maturing issues a choice between 8- 
month or 1-year certificates and medium-term bonds. While the move has elicited sharp 
criticism in the financial community, which feels that the construction boom is getting out 
of hand, it nonetheless clearly indicated Washington’s present determination to keep 
money easy. 


This decision of the money managers, of course, is subject to change without notice, 
and lenders should be alert to such a possibility. Mortgage recordings, after all, will 
set a new record of approximately $21-$22 billion this year - in the first 9 months of 
1954, according to the Home Loan Bank Board, nonfarm recordings of $20, 000 or less 
totaled $16.4 billion, more than 10% ahead of the comparable 1953 period. That means a 
net addition to mortgage debt of better than $12 billion this year. Installment debt, which 
has been rising less than seasonally in recent months, after a sharp decline earlier this 
year, probably will soon pick up speed - the early introduction of the new 1955 model cars 
makes such a development extremely likely. Again, business loans, which also have been 
lagging, could show greater-than-seasonal strength after the turn of the year, as business 
rebuilds inventories and borrows in order to meet the accelerated tax schedules of the new 
revenue act. Finally, stock market credii, which has remained on the low side in spite of 
the rise in securities prices, might begin to rise beyond the point of safety. 


Any or all of these demands for short- and long-term credit could impel the Federal 
Reserve Board and Treasury, at any time, to modify their policy of ‘active ease.” If that 
should happen, the true balance of savings and investment in the market would be given 
greater scope and would, inevitably, lead to some tightening of interest rates. This se- 
quence of events is seen more as a probability than a possibility by at least one authority 
on money market trends, Speaking before the Annual Midyear Meeting of the National As- 
sociation of Mutual Savings Banks on December 6, Dr. Jules I, Bogen, Prof. of Finance, 
N. Y. U., said flatly: “A hardening of interest rates and a supply of new investments in 
excess of the current demand are in prospect for the next few months or longer.” 


Some support for Dr. Bogen’s views, at least in terms of investment supply, may be 
seen in the latest statistics on FHA and VA mortgage activities. According to FHA Com- 

















missioner Norman P. Mason, home mortgage seekers made FHA history for the third 
month in a row in October, filing more applications for mortgage insurance than during 
any October on record. The total number of applications for the month was 59, 530 (in- 
cluding nearly 30,000 for the purchase of new homes and some 29, 000 for existing dwell- 
ings), compared with 67, 000 in September and only 29, 500 in October 1953. Similarly, 
the Veterans Administration received 57, 849 applications for home loan guaranty in Octo- 
ber, 122% above the 26,005 total reported 12 months previously. VA also reported it re- 


ceived appraisal requests for 82,497 homes, a gain of 137% over those received in October 
1953. 


Notwithstanding the prospective tightening of the money market, there is little reason 
to believe that 44% Government-guaranteed mortgages will soon glut the market. Net sav- 
ings and mortgage amortization payments are increasing steadily, particularly for savings 
and loan associations. Life insurance premium and pension fund reserves are rising at an 
annual rate in excess of $10 billion. 


Since mortgage interest rates did not substantially decline when bond prices rose, 
there is reason to think that they may also fail to reflect a move in the opposite direc- 
tion. After all, even with 30-year amortization, guaranteed and insured mortgages have 
a shorter average life than most other instruments of fixed-interest long-term investment. 
But it would appear that excessive lender enthusiasm for putting money into home liens al- 
most regardless of maturity or down payment might well cool off in coming months, 


Meanwhile, the regulations covering the new FHA insurance programs authorized by 
the Housing Act of 1954have been pouring out of the agency’s hardworking legal department 
at a rapid clip. One of the more interesting of these - especially for lenders located near 


permanent installations of thearmed services - is Section222, covering mortgagesonhomes 
for servicemen, FHA Commissioner Mason reports that his agency has been flooded with 
inquiries from servicemen scheduled to retire in a few years, and a considerable volume 
of lending could develop in time. 


Terms under Section222 are more liberal than those obtainable under other FHA finan- 
cing. Mortgages made under this section may run as high as 95% of the appraised value of 
the property, with a maximum lien of $17,100. Hence servicemen may buy either new or 
old houses costing up to $18,000 with a down payment of only 5%. 


Procedures applicable to Section 222 are substantially the same as those under Section 
203, differing in just two major respects: 1. the borrower’s application must be accom- 
panied by a Certificate of Eligibility from the branch of service involved, indicating that 
the applicant requires housing, is on active duty and has served for 2or more years; and 
2. the mortgage insurance premium will be paid by the Government, rather than the mort- 
gagor, while the latter is still on active duty. Note, however, that once his period of 
service ends, the mortgagor becomes responsible for the annual premium - this will re- 
quive some adjustmert during the year among FHA. lender and borrower. 


Possibly more significant from a longer-range standpoint are Sections 220 and 221, 
described by housing officials as the “most revolutionary” provisions of the new housing 
law. Section 220 covers the insurance of loans made for the rehabilitation or new construc- 
tion of homes in neighborhoods named by local authorities and approved by the HHFA Ad- 
ministrator as “urban renewal areas.” Its sister provision establishes FHA insurance of 
low-cost private housing for rent or sale for families displaced as a result of such a ‘re- 
newal” program. 




















These sections, it will be recalled, drew some of the heaviest fire from the lending 
industry last spring, when the Housing Act of 1954 was in its formative stages, for they 
originally called for loans with a 40-year maturity. This was subsequently cut to 30 years, 
making private financing much more probable. But no great volume of these loansis likely 
any time soon. Section 220 lending becomes possible only when a local community pre- 
pares a “workable program” for the elimination and prevention of slums and blight, and 
the first of these, covering the rehabilitation of Clarksville, Tennessee, was approved 
just a few weeks ago by HHFA, As for Section 221, the housing agency must first make a 
finding concerning the number and kind of dwelling units needed to shelter displaced fami- 
lies, and no such finding has yet been handed down covering any area. 


The important thing for lenders to note, however, is that these programs are now 
very much in effect, and one way or another are likely to make their influence felt on home 
financing. This is particularly true since the rechartered Federal National Mortgage 
Association can at any time be used to support the market for such loans under its special 
assistance provisions. (FNMA, incidentally, already has launched its special assistance 
functions on two fronts, including some $10 million for thepurchase of mortgages on homes 
in disaster areas and $15 million for a housing program on the island of Guam in the 
Philippines. ) 


A word concerning FHA seems in order. In September, President Eisenhower said 
in a message to the annual convention of the Mortgage Bankers Association of America that 
“the integrity of FHA has been restored. I shall look to those now in charge of FHA to 
administer the affairs of that agency in a way that will help our great home building and 
financing industry to make real strides in the task which lies ahead.” In recent months 
much has happened to ju. ‘ify the President’s confidence. The agency under its new man- 


agement has moved vigorously to cope with a staggering work load, including setting up 
overtime and Saturday operations and authorizing the use of independent fee appraisers 
(for older dwellings). 


Equally significant, it has made a beginning on improving FHA construction standards. 
Last month, for example, FHA announced three revisions affecting insulation, concrete 
work, and heating in its minimum property requirements for homes. Late in November 
representatives of the insulation, heating and refrigerating industries, home builders and 
manufacturers of window glass met in Washington to review and revise FHA minimum re- 
quirements concerning insulation. 


Whatever else 1955 may hold for mortgage lenders, the year is apt to be relatively 
quiet on the legislative front. The Housing Act of 1954, after all, was one of the most 
sweeping measures in years, and, as noted above, its full effects are yet to be felt. 
Hence, even if the November elections had not been as close as they proved to be, another 
major housing bill next year would have been most unlikely. Now it would seem pretty 
clear that the rules of the game won’t be changed substantially in 1955. 











